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On November 17, 201 1, the Arizona Corporation Commission (“Commission”) issued 
Decision No. 72667 authorizing Little Park Water Company, Inc. (“Little Park”) to incur long- 
term debt, in the form of a 7-year loan based on a 20-year amortizing schedule in an amount not 
to exceed $140,000 at an interest rate not to exceed 7 percent for specified purposes. Decision 
No. 72667 also directed Little Park to file, by November 30, 2011, a sworn affidavit, with any 
attachments necessary for a full understanding, explaining each reference to a loan from Chase 
Bank or any bank (and the interest thereon) described in Finding of Fact No. 27 of that Decision 
and for Staff to review the affidavit to determine definitively whether a loan from Chase Bank 
had already been obtained by Little Park prior to the Decision and, if so, the facts surrounding 
the loan and whether Little Park had authority to obtain such loan; and file a Staff Report of its 
findings and recommendations. 

Pursuant to Decision No. 72667, Staff hereby submits the attached Report which supports 
Little Park’s contention that it did not directly obtain any loan referred to in Finding of Fact No. 
27 prior to obtaining Commission authorization; however, funds were borrowed by Little Park’s 
parent via a line of credit. Staff recommends conducting a hearing to explore Little Park’s and 
Big Park’s commitment to complying with Commission directives and utility regulations and to 
providing full disclosure of relevant information and other related matters. 

Any party who wishes may file comments to the Staff Report with the Commission’s 
Docket Control by 4:OO p.m. on or before February 9,2012. 
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INTRODUCTION 

Little Park Water Company, Inc. (“Little Park” or “Company”) is an investor-owned 
Arizona corporation and a class E certificated public service corporation providing water 
services to approximately 72 customers in Yavapai County near the City of Sedona, Arizona. 

On September 27, 2010, Little Park filed an application with the Arizona Corporation 
Commission ((‘Commission”) requesting authorization to incur $140,000 of long-term debt fiom 
JPMorgan Chase & Co. (“Chase”) to refinance a short-term bridge loan from its affiliate Big 
Park Water Company (“Big Park”).’ Commission Decision No. 72667, dated November 17, 
201 1 authorized Little Park “to incur long-term debt, in the form of a 7-year loan based on a 20- 
year amortizing schedule in an amount not to exceed $140,000, at an interest rate not to exceed 7 
percent, for the purpose of financing the existing arsenic-treatment facilities, and reimbursing 
Little Park Water Company, Inc. for any previously repaid principal on the $1 18,000 loan 
obtained fiom Big Park Water Company, Inc., in August 2008.” 

Decision No. 72667 also directed Little Park to file “[bly November 30, 201 1, a sworn 
affidavit, with any attachments necessary for a full understanding, explaining each reference to a 
loan from Chase Bank or any bank (and the interest thereon) described in Finding of Fact No. 
27;” and Staff to review the sworn affidavit, make follow-up inquiries to determine whether 
Little Park had already obtained a loan prior to the Decision; and, if so, whether Little Park had 
authority to obtain the loan; and to file by January 30, 2011, Staffs finding and 
recommendations concerning whether additional proceedings should be held to explore what has 
occurred and to explore the possibility of taking adverse action against Little Park had it already 
obtained a loan prior to obtaining Commission approval. 

On November 30, 2011, the Company filed an Affidavit of Steven [sic] Gudovic. 
Pursuant to the directive of Decision No. 72667, this report presents the Staffs conclusions and 
recommendations of the review of the affidavit by Stevan Gudovic. 

STAFF ANALYSIS 

Compliance with Finding of Fact No. 27 

Finding of Fact No. 27 of Decision No. 72667 identifies four documents2 in which the 
Company had referred to an existing loan and/or the associated interest thereon prior to the 
Commission’s issuance of that Decision. As noted above, the Decision directs the Company to 

’ The Water Infrastructure Finance Authority of Arizona rejected the Company’s request for financing because it is a 
refinancing of existing debt. 

January, 14,2010, sent by Little Park to Camp Soaring Eagle Foundation; an invoice, dated January 14,2010, sent 
by Little Park to Camp Soaring Eagle Foundation; and a letter, dated January 25,2010, from Little Park to its own 
attorney. 

An e-mail, dated October 22,2009, from Mr. Gudovic to an attorney for Camp Soaring Eagle; a letter, dated 
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explain each reference to a loan and to provide any attachments necessary for a full 
understanding. 

Attached to the Affidavit of Stevan Gudovic is a letter, dated November 28, 201 1, from 
Mr. Ian Cribbs of Chase stating that he had discussed a $140,000 loan for an arsenic treatment 
plant with Mr. Gudovic, but that he did not find that Little Park had ever obtained a loan from 
Chase. Neither the Affidavit of Stevan Gudovic nor the letter from Mr. Cribbs makes any 
mention of the four documents the Company was directed to explain. Thus, the Affidavit of 
Stevan Gudovic does not comply with the requirement of Decision No. 72667 to explain each of 
the four references to a loan identified in Finding of Fact No. 27 of Decision No. 72667. 

Determination of Premature Loan 

In response to Staff data requests GLF 1-1 and GLF 1-4, the Company explained that 
Little Park obtained a $1 17,642 loan from Big Park and that Big Park obtained the funds to loan 
to Little Park through a line of credit from Chase Bank. In response to Staff data request GLF 
1.1, the Company asserts that the references to the loan and interest in the four correspondences 
in question pertain to the collective debt and interest of the two companies. The Company 
provided Staff with detailed accounting information to support this assertion. In addition, Little 
Park’s annual report filed with the Commission for the year ended December 3 1, 2009, shows 
$117,642 as the ending balance in Acct. No. 234, “Notes/Accounts Payable to Associated 
Companies.” The Company also provided Staff with documentation showing that the $150,326 
balance Little Park presents in Acct. No. 234 for the year ended December 31, 2010, is 
composed of $1 16,300 for the Big Park loan and $34,026 for other obligations to Big Park. 

Any loan from Big Park to Little Park should be reflected in Big Park’s balance sheet as a 
receivable from Little Park. The Company provided Staff with support for Big Park’s balances 
of receivables from Little Park for recent years. This data supports the balances Big Park 
presents in Acct. No. 146, “NotesReceivables from Associated Companies” in its annual reports 
filed with the Commission for the years ending December 31, 2007, 2008 and 2010. The 
supporting information for the year ending December 3 1,2009, does not match the annual report 
and shows a $150,159 reclassification to “Investment in Little Park Water Company” to an 
unspecified account. The Company’s response to Staff data request GLF-1.5 states that the 
reclassification was made to Acct. No. 174 “Miscellaneous Current and Accrued Assets.” 

Little Park’s November 17,201 1, compliance filing shows that it obtained its current loan 
from Sunwest Bank on November 15, 201 1, subsequent to obtaining Commission authorization 
for a loan in Decision No. 72667. The November 28, 201 1, letter from Mr. Ian Cribbs attached 
to that filing supports the Affidavit of Stevan Gudovic that Little Park never borrowed funds 
from Chase. Staffs review revealed no information to indicate that Little Park directly obtained 
a loan from any lender other than Big Park prior to obtaining Commission authorization. 

All of the above supports Little Park’s contention that it did not obtain a long-term loan 
from Chase or any other party except Big Park prior to obtaining Commission authorization. 
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Nevertheless, the Company’s apparent reluctance to fully disclose relevant information regarding 
the transactions surrounding the Big Park loan to Little Park in its earlier filings in this case and 
in its communications with others is a continuing concern. Effective regulation of utilities is 
dependent upon the forthright veracity of those utilities in communications with the regulator. 
The Company has fallen short in this aspect of is obligations to the Commission. 

Big Park Line of Credit 

Big Park is the parent of Little Park. As discussed above, the Company asserts that Big 
Park obtained the funds to loan to Little Park through a line of credit from Chase Bank. In the 
annual reports filed with the Commission Big Park reports the following year end balances in 
Account No. 234 “Notes/Accounts Payable to Associated Companies”: 2004, $0; 2005, $14,000; 
2006, $14,000; 2007, $64,600; 2008, $47,350; 2009, $135,525; and 2010, $101,108. Big Park 
reported $90,508 for long-term debt in 20103 and $0 long-term debt for the years 2004 through 
2009. The absence of long-term debt in the years up to 2009 indicates that none of the amounts 
shown in Account No. 234 represent the current portion of long-term debt, i.e., it pertains to 
short-tem obligations. However, since the balance remains positive for the years 2005 through 
2009 with an upward trend, it appears that these balances reflect carryover from year to year. To 
the extent that borrowings are initially short-term but remain outstanding for more than twelve 
months, they become long-term obligations that require Commission authorization under A.R.S. 
0 40-301. Consequently, it appears that Big Park may have existing debt obligations reporting in 
Account No. 234 that require Commission authorization. 

Authorized Loan Terms 

As noted above, Commission Decision No. 72667, dated November 17, 201 1, authorized 
Little Park “to incur long-term debt, in the form of a 7-year loan based on a 20-year amortizing 
schedule in an amount not to exceed $140,000, at an interest rate not to exceed 7 percent and to 
submit copies of the executed financing document within 60 days of the date of that Decision. 
Little Park submitted copies of the executed financing documents on December 6,20 1 1. Those 
documents show that Little Park entered into an agreement with Sunwest Bank to borrow 
$140,000 and make monthly principal and interest payments of $1,010.05 for 83 months and one 
$1 09,705 payment on November 15, 20 18, which closely approximates a 7-year loan based on a 
20-year amortization. The Promissory Note issued to Sunwest Bank allows changes in the 
interest rate from time to time (no more often than every 5 years starting November 15, 2015, 
based on the Five (5) Year Treasury Constant Maturity between a minimum annual interest of 
6.000 percent and a maximum of 10.250 percent. 

Decision No. 71793, dated July 12, 2010, authorized Big Park to incur an 18 to 22 year amortizing loan in an 
amount not to exceed $415,000 pursuant to a loan agreement with the Water Infrastructure Finance Authority of 
Arizona. 
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In data response GLF 1.-11, Staff asked the Company to explain how the provision of 
this Promissory Note that allows changes in the interest rate is in compliance with the 7 percent 
ceiling authorized. The Company replied: 

By the time the financing was finally approved, the direct loan from Chase Bank 
was no longer available. The 
present interest rate is fixed for four years at only 6.0%, 100 basis points below 
that approved in Decision No. 72667. However, the lender would not agree to f ix 
the interest rate for seven years. 

The only available loan was from Sun West. 

While the overall effect of the Sunwest bank loan may ultimately be similar the 
authorized terms, the Company has taken unauthorized liberties in obtaining this loan. The 
Company’s December 6,201 1, filing makes no mention of the deviations between the authorized 
and actual loan terms. The Company’s continuing practice of failing to comply with 
Commission orders and regulations and to fully disclose relevant information is disconcerting. 

STAFF RECOMMENDATIONS 

Staff recommends: 

e Conducting a hearing to explore Little Park’s and Big Park’s commitment to 
complying with Commission directives and utility regulations and to providing 
full disclosure of relevant information and other related matters. 


